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MAIN IMPORTS FROM U.S. (1974) 











Food products 34,6; chemicals and pharmaceutical products 2 
manufactured goods 3.6; machinery and transport equipment 10.3. 


Sources: The Economic Survey (Annual) 1974/75 - CERP Publication 
Bank of Tanzania's Economic Bulletin, March 1975 - CERP Publication 
E.A.Customs Annual Trade Report, 1974 - CERP Publication (from Nairobi) 


All data for mainland Tanzania, except for trade figures 





SUMMARY 


Tanzania is a poor country on a socialist path toward development. 
The Government controls production and trade and is transforming rural 
agriculture - basis of the economy - into a cooperative system. 


During the past two years the country has been experiencing a severe 
economic crisis due to drought, worldwide inflation, and stagnant 
productivity. The Balance of Payments, foreign reserves and internal 
debt positions are especially difficult and restraining and will con- 
tinue to trouble the economy next year. Following a normal harvest 
this year, the economic situation is expected to improve somewhat in 
1976. Much will depend on food and cash crop production this coming 
season. With the assistance of foreign donors, Tanzania plans to 
increase investment in agriculture and related industries. Some major 
infrastructure projects, e.g. road and rail links to Zambia, have 
been completed. 


Present opportunities for direct US investment appear limited because 
of the country's economic philosophy and financial constraints. 
However, there are good prospects for sales by US suppliers for aid- 
financed equipment and machinery needed to expand the production and 
processing of Tanzania's agricultural output. 





CURRENT ECONOMIC SITUATION AND TRENDS 


The Setting 

Tanzania has embarked on its own path of economic and social development. 
Its guideposts include socialism, self-reliance, egalitarianism, state con- 
trol of production and distribution, and co-operative rural living and 
farming. 


Ninety-five per cent of Tanzania's estimated 15 million people live in 

rural areas and derive their livelihood from traditional agriculture. A 
poor country, Tanzania is basing its development strategy on ujamaa villages, 
i.e. a system of rural socialism that emphasizes cooperative sharing of 
communal property and of the fruits of labor. Planning is increasingly 
regionally oriented. 


In September 1975 the Government reaffirmed its determination to move 
"Towards the Creation of a Socialist Society" and noted that over 9 million 
rural Tanzanians now form some 7,000 development villages. 


The State controls virtually all commerce and industry through a network of 
holding companies, production agencies, agricultural commodity authorities 
and financial institutions. Imports and wholesale trade are handled by the 
state-owned Board of Internal Trade. 


Tanzania's monetary economy is based on a variety of primary and semi- 
finished agricultural products such as coffee, cotton, sisal and cashews. 
The small industrial sector is aimed primarily at import substitution and 
processing of agricultural exports. The government restricts non-essential 
imports, especially consumer goods. Tanzania welcomes minority equity 
investment by foreigners in some sub-sectors of the economy. 


Tanzania depends heavily on multilateral and bilateral aid donors to meet 
its capital development requirements. Because of the concessionary nature 
of much of this aid, the debt service burden is manageable. 


Tanzania's focus on the rural poor, egalitarianism, active commitment to a 
socialist ideology, absence of divisive tribal or other loyalties, and con- 
tinuity of President Nyerere's leadership countribute to the country's 
political stability and to its attraction for many foreign aid donors. 


1975 - A Difficult Year 


Tanzania has experienced a severe economic crisis during the past two years, 
Drought, worldwide inflation and the precipitous rise in petroleum prices 
highlighted and deepened economic problems which were already apparent in 
the early 1970's. 


Tanzania agriculture - the backbone of the economy - has been growing more 
slowly than the population. One cause of stagnating agricultural production, 
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which accounts for roughly 38 per cent of GDP and two thirds of export 
earnings, has been the low level of investment in directly productive 
activities. For example, between 1966 and 1972 only 6% of total fixed 
investment went into agriculture. Most investment was directed to 
infrastructure such as the Tanzania-Zambia Railway and other transport 

and communications, The rate of domestic savings this year is expected to 
be only 11% of GDP compared to 21% in 1970. 


With production of both food and export crops relatively stagnant, the 
economy was hard hit by the drought of 1973 and 1974, Imports rose sharply 
due to the necessity for food imports and to the rise in petroleum prices, 
while exports in the first six months of 1975 were down 17% from the same 
period in 1974, Tanzania, normally self-sufficient in foodgrains, imported 
over 900 thousand tons of grain valued at $240 million between January 1974 
and September 1975, 


The manufacturing sector has registered a somewhat mixed performance during 
1974 and the first half of 1975, with substantial increases in output of 
some firms and large decreases in others. Some of the causes for the 
decline include the difficulty in obtaining adequate raw materials and 
shortages of water and power, Several of the state-owned companies showed 
deficits. To extend the life of the mine, the Government has reduced pro- 
duction of diamonds, which account for most of Tanzania's mineral exports. 


The Balance of Payments (BOP) and foreign reserve positions deteriorated 
markedly in 1974, There was an overall BOP deficit of $89 million in 1974, 
and only modest improvement is forecast for 1975. The Balance of Trade 
deficit for the first six months of 1975 is estimated at $280 million or 
twice that of the same period in 1974, Following virtual depletion of 
foreign reserves in 1974, gross official reserves in 1975 have represented 
an average of three weeks import payments, Foreign assistance, estimated at 
$275 million for 1975, will help meet this year's BOP deficit. 


To meet this critical situation, Tanzania has severely restricted imports 

to essentials and has tightened foreign exchange controls. In 1975, imports 
other than food have declined in real terms, Dividend remittances to non- 
resident shareholders were suspended, 


Government expenditures have risen sharply (FY 75 budget expenditures were 
84% higher than for FY 73), accompanied by increasing overall deficits and 
domestic borrowing. There has been a rapid acceleration of recurrent 
expenditure with increasing reliance on foreign assistance to finance the 
capital budget. The revenue performance has been characterized by a con- 
tinuing strong tax effort. 


Total domestic lending rose by 63% during the year ending March 1975, compared 
to 29% for the previous year. Government borrowing from the Banks during the 
same period increased by 86% compared to 13% the previous year. Money supply, 
broadly defined, increased by 27.5% in the year ending March 1975 and is 
expected to increase by that percentage again in the year ending March 1976. 





Domestic inflation during 1975 is estimated at 30% and the retail price 

index for urban wage earners has jumped dramatically to an average annual 
e of about 60% over the past 18 months. GDP in real terms is expected 

to have little growth in 1975. 
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As a result of its economic predicament, the Tanzanian Government postponed 
inaugaration of its Third Five Year Plan which was scheduled to begin in 
July 1975. The Plan will be initiated in July 1976, if the economic situa- 
tion improves sufficiently. 


The Outlook for 1976 


Tanzanian economy is expected to show gradual improvement during 1976. 
debilitating after-effects of the crisis of the past two fiscal years, 
ever, are likely to delay a full and sustained recovery at least until 
end of 1976, Crucial to the economic recovery are self-sufficiency in 
and increased production of cash crop exports. By government accounts, 
June-September 1975 food crop harvest was a normal one, capable of feeding 
country though not sufficient to rebuild depleted reserves. Thus, 
Tanzania should be able to lessen its trade imbalance and conserve scarce 
foreign exchange. It will need a bumper harvest next year, however, to 
insure a sounder economic footing. 
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mid-1975 the government announced higher crop prices to producers and 
is providing other incentives such as subsidized fertilizer. The 1975 harvest 
of cash crops appears somewhat mixed. Considerable acreage was shifted from 
cotton to corn in order to improve the food situation and it is estimated that 
vear’s harvest will produce only 240,000 bales or 60% of last year's 
The decline in production combined with lowered world prices could 
it cotton in 1975/76 will earn $35 million less than it did last year. 
1975 tobacco crop is also less than in 1974 and will further reduce 
6 export earnings. While sisal production will be about the same, ther 
as been a sharp decline in world prices over the past 15 months, On the 
positive side, coffee and cashew-nut production and prices seem likely to boost 
export earnings. For the first time Tanzania will be in a position to export 
sugar, with expected sales of 50,000 tons in FY 76. There is potential for 
increased exports of tobacco and pyrethrum extract in the second half of 1976, 
Tanzania has the potential to increase significantly its exports of meat 
products and the recently formed Livestock Development Authority hopes to 
expand meat and dairy production for both domestic consumption and export. 
In October 1975 President Nyerere again toured the countryside to urge 
farmers to increase acreage and productivity of both food and cash crops. 


Throughout 1976 Tanzania's Balance of Payments and foreign reserves positions 
are likely to continue to be strained, with corollary restriction on imports 
and domestic consumption, Tax revenues in FY 76 are expected to increase 
only marginally due to the depressed economy, and with inflationary pressures 
already strong the government is attempting to hold down its spending. 

The OPEC decision this September to increase oil prices by 10% will add 

$10 million to Tanzania's import bill, Tanzania will have to rely even mors 





heavily on foreign aid donors for development expenditures, The FY 1976 
Budget calls for expenditures of $904 million, 8% over last year. Foreign 
assistance is expected to finance 55% of the $367 million Capital budget. 
The Government has indicated its intention to place a greater portion of 
investment in directly productive activities, such as agriculture and to 
insure more efficient utilization of public resources, 


With the completion in late 1975 of the major construction projects for 
road and rail links with Zambia and additional deep-water berths in the 


port of Dar es Salaam, Tanzania's transport infrastructure and capability 
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to move Zambian goods is greatly improved. The highway, built by the U.S. 
and other western donors, and the railway, constructed by the Chinese, 
will also open up new areas of the country for agro-business and exploita- 
tion of modest coal and iron deposits, Some of these areas will be served 
by the 200 megawatt Kidatu hydro-electric complex (100 megawatt already in 
production) to be completed by 1980. Foreign oil companies continue their 
search for petroleum along the coast, but so far with little success, To 
the extent its finances and foreign assistance allow, Tanzania in 1976 will 
continue to expand agro-related and light industries aimed at import substi- 
tution and further utilization of domestic raw materials. It is hoped that 
labor productivity and the efficiency of state-owned companies will show 
improvement. 


Zanzibar 


Like the mainland, Zanzibar professes socialism in the context of centralized, 
single-party rule. But this part of the United Republic remains largely 
autonomous, economically speaking, and its sizeable independently-held 

foreign currency reserves form the basis for a distinct and ambitious pro- 
gram of internal development, Efforts are being made to diversify the cash 
economy --- which historically has depended almost entirely upon the sale 

of cloves, of which Zanzibar is the world's largest producer --- both by 
expanding domestic production of various food and new cash crops and by foster- 
ing small-scale import substitution industries. For the near future, however, 
the somewhat troubled clove industry (plagued by clove tree disease but buoyed 
by record world prices for the cloves) will remain the mainstay of the cash 
sector. 


Development programs are varied. Some, such as large-scale public housing 
and a new hotel, have been undertaken by the government on its own. Som 

have relied on foreign assistance, Dependent on the communist world, 

mainly China, for most aid during the past decade, Zanzibar is currently seek- 
ing to diversify its sources of foreign assistance, Supplementing this new 
look in aid has been the government's increased willingness to enter into 
hard-currency commercial transactions for major projects with firms in 
Western Europe, Japan and the United States, There is a growing interest in 
developing Zanzibar's tourist potential. And, while the Zanzibar Government 
has for over the past 11 years prohibited any significant foreign holdings 

on the Islands, serious discussions are now taking place which would envision 
direct foreign investment on a selective basis, with the government holding a 
major share. 
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IMPLICATIONS FOR THE UNITED STATES 
Investment Climate 


Although Tanzania needs and to some extent desires the capital, technology 
and managerial skills that American business can offer, it is only mildly 
attractive to investors. Tanzania's socialist framework and concern to 
prevent domination by foreign business and finance limit and define the role 
for potential U.S. investment. Tanzania tends to rely on concessionary 
foreign donor assistance rather than private firms for its capital develop- 
ment, Investment at this time is further inhibited by the country's 
difficult financial position. International banks exercise caution, 
Tanzania's shortage of foreign exchange can mean suspension of dividend 
remittances, and long delays in compensation in cases where foreign enter- 
prises are nationalized. 


US "book value" investment in Tanzania is currently about $12 million, or 
13% of total foreign investment. Roughly $9 million of the US figure rep- 
resents petroleum marketing. General Tire has a relatively large invest- 
ment in a tire factory. Its relationship with its majority partner, the 
Tanzanian Government, and with its workers has been very good and the firm 
is planning to expand production to meet further the needs of the East 
African market. In 1975 an American oil firm obtained a large concession 
for petroleum exploration. 


A major new opportunity for US investment and management contracts developed 
earlier this year, partly as a result of Tanzania's shortfalls in food pro- 
duction. A state-owned corporation invited US agro-business firms to study 
and to invest in establishing large modern farms which would produce rice, 
soybeans and other food crops for the domestic market. These agro-business 
ventures would be in southern Tanzania, newly accessible with the completion 


of the highway and railway to Zambia. Some interested American firms have 
submitted contracts for feasibility studies with the goal of designing and 
managing the farms. Due to the complex Tanzanian decision making process and 
the foreign exchange pinch, there has been little real progress to date on the 
formation of such joint ventures. Other opportunities for investment involve 
plans for additional import-substituting light industries, such as a proposed 
pulp and paper mill, 


Sales Prospects 


Although forced to restrict imports for financial reasons, Tanzania still offers 
good prospects for American suppliers of agro-related equipment and machinery. 

The country continues to receive large amounts of aid, much of which is relatively 
untied and therefore available for financing under international tenders. The 


types of equipment Tanzania needs are those in which US suppliers are highly 
competitive. 


Best prospects for US sales include: earthmoving and leveling equipment, trucks 
and other heavy duty vehicles, dairy equipment, materials handling equipment, 
irrigation related products, textile and paper machinery, and general construc- 
tion equipment, Tanzania plans to expand rural water supply and irrigation 
systems. It is also in the process of constructing a new capital city in Dodoma. 





The Livestock Development Authority with financing from the IBRD and other 
donors, has issued tenders for equipment necessary for meat and dairy pro- 
duction and distribution, 


In addition Tanzania will continue to look toward the U.S. for supplies of 
chemicals including pharmaceuticals, tractors and other agricultural 
machinery and telecommunications equipment. A solvent Zanzibar also offers 
opportunities to US suppliers of agricultural, processing and related equip- 
ment, 


Serious potential suppliers should watch for international tenders and should 
visit the market. Early delivery and good follow-up servicing are important 
for sales here, A useful guide in English for importing and exporting, in- 
cluding relevant government regulations, is available for a charge from 

the Government-owned National Bank of Commerce. Although somewhat depressed 
at present, the Tanzanian market of 15 million people holds potential for 
expanded US exports and may prove fruitful for patient and serious US 
suppliers. 
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